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Economics of 



□Standard Model: Demand 
curve for labor is a “menu” 

□Menu is a wage-employment 
trade-off 

□Union negotiates wage; 
employer determines 
employment 

□Union is better off if demand 
curve is relatively inelastic 

(steep trade-off/low elasticity) 
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Marshall-Hicks Conditions 
for High Elasticity of Labor 

Demand 




High price elasticity in product 
market 


Other factors can be easily 
substituted for labor 
(technological feature) 


Elasticity of supply of other 
factors is high 




Labor is a large fraction of total 
costs 







Union Better Off 
if Demand Rises 



Fewer jobs; 
higher wage 


More jobs; 
higher wages 
than at Point A 


More 
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Union Worse Off 
if Demand Falls 
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Union is better off if 
environment changes so 
that the cost of a strike 
is higher to employer; 
worse off if opposite 

occurs 





What’s 
the 

Effect? 

Occupational licensing 

Environmental standards 

Dollar appreciation 

Just-in-time production 
technology 

Uncertainty about the future 
level of product demand 

Deregulation 




Deregulation/ 










Airlines 

Trucking 

Railroads 










Broadcasting 
Financial institutions 
Utilities 










Deregulation and 
Employment 


Full-Time Equivalent Employment: 1970=100 
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Deregulation and Pay 


Compensation/FTE: Total Workforce = 100 


200 


□ Total ■ Airline 



1 980 1 990 
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Research on 
Union Impacts 


» ♦ 

□ Wages 

□ Benefits 

Absolute and relative 

□ Rules 

□ Quit rates 

□ Weight placed on seniority 

Median voter vs. marginal 
employee 

□ Productivity 

□ Influence on other settlements 

Pattern bargaining; coercive 
comparisons • 




Research on 
Union Impacts 




Growing interest 
in “monopsony” 

Assumes employer 
has monopoly 
power which 
union offsets 

Originally: 

Coal mining 
company towns 

Coordination in 
setting nurse pay 

Now seen as more 
general 









MGT. M259C 
PP CM230 



Labor Markets and 
Public Policy 






Daniel J.B. Mitchell 

Ho-su Wu Professor 
Anderson School 

and 

School of Public Policy 
and Social Research 







Daniel J.B. Mitchell 

Ho-su Wu Professor 
Anderson School 

and 

School of Public Affairs 








Daniel J.B. Mitchell 

Ho-su Wu Professor 
Anderson School 

and 

School of Public Affairs 



f. ? 'J* 








Bargaining Outcomes: 

\ Perceptions / 




• Personal 
decision 

• Market 
decision 





Bargaining Process 


Scope 
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Heo.TlATttN s \ 


• Illegal Demands (can’t make) 

Example: Violate a law, change certified 
bargaining unit 

• V oluntary or Permissive Demands 
(can’t bargain to impasse) 

Improvements for non-employees such as 
retirees; change in union ratification 

process 

• Mandatory (must bargain to impasse) 

Wages, hours, conditions, benefits, 
workrules, effects of plant-closings or 
subcontracting, grievance & arbitration, 
union security • 


Borg-Warner 


Axis of E Vil 



Axis of Legal 





Axis of Legalism 










